
REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL OF THE NTABANKULU LOCAL 
MUNICIPALITY AND THE EASTERN CAPE PROVINCIAL LEGISLATURE ON THE FINANCIAL 
STATEMENTS AND PERFORMANCE INFORMATION OF NTABANKULU LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2008 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Ntabankuiu Local 
Municipality (“the municipality”) which comprise the balance sheet as at 30 June 2008, income 
statement, and cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory notes, and the treasurer’s report, as set out on pages 8 
to 24. 


Responsibility of the accounting officer for the financial statements 


2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the standards laid down by the Institute of Municipal 
Finance Officers (IMFO) in the Code of Practice (1997) and the Report of Financial 
Statements (2"*^ edition, January 1996) and in the manner required by the Local Government: 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). This responsibility 
includes: 

■ designing, implementing and maintaining internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due 
to fraud or error 

■ selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances. 


Responsibility of the Auditor-General 


3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read with 
section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 126 (3) of the 
MFMA, my responsibility is to express an opinion on these financial statements based on my 
audit in accordance with the International Standards on Auditing. General Notice 616 of 
2008, issued in Government Gazette No. 31057 of 15 May 2008. Because of the matters 
discussed in the Basis for disclaimer of opinion paragraphs, I was not able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 


Basis of accounting 

4. The municipality’s policy is to prepare financial statements on the standards laid down by the 
Institute of Municipal Finance Officers (IMFO) in the Code of Practice (1997) and the Report of 
Financial Statements (2"^' edition, January 1996) as set out in accounting policy note 1. 
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Basis for disclaimer of opinion 
Journal entries 

5. There are unexplained differences between the annual financial statements, the trial balance and the 
general ledger. These differences arose as a result of final journals processed to correct prior year 
entries and were not supported by appropriate workings, calculations and documentation. Details are: 

• Property, plant and equipment: net debit adjustment of R371 807; 

• Accounts receivable: net debit adjustment of R3.3 million 

• Short term investments: net debit adjustment of R23.6 million 

• Cash and cash equivalents: net debit adjustment of R12 million 

• Accumulated surplus: net prior year credit adjustment of R 42.9 million 

• Accounts payable: net credit adjustment of R5.8 million 

• Revenue: net credit adjustment of R877 069 

• Expenditure: net credit adjustment of R492 688 

Refer to paragraphs 8, 16, 30, 32, 39, 46 and 49 for the effect of the above. 


Receivables 


6. Trade receivables of R5.8 million and sundry receivables of R3.3 million are disclosed in the balance 
sheet and note 3 to the financial statements. The accounts receivables listing provided by the 
municipality in support of the trade receivables balance differed to the amount disclosed on the financial 
statements by R200 000. No explanation could be provided for this difference and there were no 
appropriate reconciliations for this amount. Furthermore the sundry debtors were not supported by 
documentation and alternative tests performed on these amounts did not confirm their existence, 
completeness, accuracy and valuation. 


7. The debtors' age analysis was not aged accurately. Furthermore, systems and procedures are not in 
place to ensure that outstanding debts are recovered. There is also no basis for the calculation of the 
provision for doubtful debts. As a result, trade receivables are overstated by R5.5 million whilst 
expenditure is understated by the same amount. 


8. In addition, material journal entries were processed during the preparation of the annual financial 
statements. Support or explanations for these journals could not be provided for audit purposes (refer 
to paragraph 5). 


9. Due to the significance of the findings above, it was not possible to obtain sufficient appropriate 
evidence to verify the existence, completeness, valuation and rights and obligations of accounts 
receivable to the value of R8.8 million as disclosed in the balance sheet and the completeness, 
accuracy, classification and occurrence of the related revenue and expenditure. There were no further 
alternative procedures I could perform in order to obtain further assurance over receivables. 



32 I Page 



Long term debtors 


10. The municipality does not maintain a loan register for the long term debtors and the amortisation table 
for long term debtors is not updated. 


11. No supporting documentation could be provided by the municipality for audit purposes for the 
Councillors pension fund long term debtor of R170 275. The municipality’s records did not permit the 
application of alternative procedures and it does not have a policy for the recovery of long outstanding 
debt. 


12. Due to the significance of the finding above, it was not possible to obtain sufficient appropriate evidence 
relating to the existence, valuation and rights and obligations of the long term debtors, as disclosed in 
the balance sheet and in note 2 to the annual financial statements and the existence, completeness, 
accuracy and classification of the accumulated surplus disclosed in the balance sheet. There was no 
alternative procedure I could perform in order to obtain further assurance over long term debtors. 


Accounts payable 


13. The municipality does not maintain a creditor’s sub-ledger. Therefore a listing of accounts payable 
balances reconciled to the general ledger could not be provided by the municipality for audit purposes. 
Supporting documentation for other creditors could not be provided by the municipality for audit 
purposes. The municipality’s records did not permit the application of alternative procedures. 


14. I did not receive a creditors' suspense account listing or supporting documentation for the creditors' 
suspense accounts. 


15. There were no accounts payable reconciliations prepared by the municipality, accounts payable 
balances were not supported by suitable documentation and there was no accrual listing maintained. 
There were no contracts register maintained by the municipality therefore I could not determine if all 
contracts have been accrued for. 


16. In addition, material journal entries were processed during the preparation of the annual financial 
statements. Support or explanations for these journals could not be provided for audit purposes (refer 
to paragraph 5). 


17. Due to the significance of the findings above, sufficient appropriate evidence relating the existence, 
completeness, valuation, cut off and rights and obligations of accounts payable of R6.25 million as 
disclosed on the balance sheet and the occurrence, completeness, classification, cut off and accuracy 
of the related expenditure was not obtained. There were no alternative procedures I could perform in 
order to obtain further assurance over accounts payable. 
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VAT 


18. Some of the VAT 20Ts for the year could not be provided by the municipality and no VAT reconciliation 
is performed by the municipality. In addition, it was not possible to trace VAT input and VAT output, on 
individual revenue and expenditure transactions, to the VAT accounts in the general ledger. Therefore 
the VAT control account is not adequately maintained by the municipality. There is also inadequate 
disclosure of VAT on the annual financial statements. 


19. VAT that appears on some suppliers' invoices was incorrectly calculated, and some suppliers had 
invalid VAT registration numbers. 


20. Due to the findings reported above, it was not possible to obtain sufficient appropriate evidence relating 
to the completeness, existence, accuracy and classification of the VAT asset of R3.8 million which is 
included in debtors of R8.8 million disclosed in the balance sheet and note 3 to the financial statements 
and the completeness, accuracy, classification, existence and cut off of the related revenue and 
expenditure disclosed in the income statement. There were no alternative procedures I could perform in 
order to obtain further assurance. 

Employee costs 


21. The salaries and wages in the annual financial statements of R13.25 million exceed the amount 
reflected on the payroll by R3.2 million. This difference was not supported by documentation and was 
not adequately explained. 


22. There were no reconciliations for the general ledger accounts for PAYE, medical aid contributions and 
pension fund contributions and therefore I am unable to determine whether all payments to these third 
parties have been made both accurately and completely. 


23. Due to the significance of the findings above, it was not possible to obtain sufficient appropriate 
evidence relating to the accuracy, occurrence, completeness, cut-off and classification of salaries, 
wages and allowances of R13.25 million as disclosed in the income statement and the completeness, 
accuracy, existence and classification of creditors disclosed in the balance sheet. There were no 
alternative procedures I could perform in order to obtain further assurance over employee costs. 


Property, plant and equipment 


24. Property plant and equipment of R97 000 disclosed in the balance sheet and in note 1 to the 
financial statements is stated at cost less loans redeemed and other capital receipts. Supporting 
documentation including relevant tender documentation for several fixed asset additions, 
infrastructure projects and repairs and maintenance expenditure could not be provided by the 
municipality for audit purposes. 

25. Furthermore, material journal entries were processed during the preparation of the annual 
financial statements. Support or explanations for these journals could not be provided for 
audit purposes (refer to paragraph 5). 
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26. Consequently, sufficient appropriate evidence relating to the existence, completeness, classification, 
and accuracy of property, plant and equipment to the value of R97 000 disclosed in the balance sheet 
and the completeness, accuracy, classification and occurrence of the related expenditure disclosed in 
the income statement could not be obtained. There was no alternative procedure I could perform in 
order to obtain further assurance over plant, property and equipment. 

Cash and cash equivalents 


27. Bank reconciliations were not prepared by the municipality for the Meeg bank main account, the First 
National bank main account, the Standard bank housing account, and the Standard bank Yandlala 
Mpisini account. I was not able to determine what the reason for the differences between the bank 
statement balances and the general ledger balances were and therefore whether the bank balance is 
accurate and completely stated. 


28. There is a First National Bank balance of R951 764 included in note 9 (Bank and Cash) to the annual 
financial statements. This bank account was closed more than two years ago. The municipality was not 
able to provide an explanation as to why this balance is included in the financial statements. 


29. The cash on hand of R75 488 included in note 9 (Bank and Cash) to the annual financial statements 
could not be reconciled to the petty cash register which reflected a balance of R1 500. 


30. Material journal entries were processed during the preparation of the annual financial statements. 
Support or explanations for these journals could not be provided for audit purposes (refer to paragraph 
5). 


31. Due to the significance of the findings above, it was not possible to obtain sufficient appropriate 
evidence relating to the existence, completeness, valuation and rights and obligations of bank and cash 
of R9.5 million as reflected in note 9 of the annual financial statements and the completeness, 
classification, accuracy and occurrence of the related revenue and expenditure disclosed in the income 
statement. There was no alternative procedure I could perform in order to obtain further assurance over 
cash and cash equivalents and the related revenue and expenditure. 


Accumulated surplus 

32. The accumulated surplus was adjusted by an appropriation of R42.9 million during the year under 
review. This appropriation was not supported by documentation or explanations. As a result sufficient 
appropriate evidence relating to existence, completeness, valuation and rights and obligations of the 
accumulated surplus of R13.6 million and the related investments, fixed assets and reserves was not 
obtained. 

Grants and subsidies 


33. The grants recorded in the financial statements did not reconcile to the amounts received in the bank 
statements by R315 788. This difference was not supported by documentation and could not be 
adequately explained. As a result, revenue is overstated by whilst creditors are understated by this 
amount. 
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Provisions 


34. Supporting documentation for the provision for leave pay of R668 287 and the provision for audit fees of 
R362 766 as disclosed in note 8 to the annual financial statements could not be provided by the 
municipality for audit purposes. The leave pay provision has remained the same as the prior year. 

35. The municipality does not have permits or a restoration plan for its landfill sites and as such is 
in breach of sections 20 and 28 of the National Environmental Management Act 1998 (Act. No 
107 of 1998). No provision is included or contingent liability is disclosed the financial 
statements for the future restoration costs of these landfill sites or for the penalties that may 
be imposed by the regulatory authorities in terms of section 29 of this act. 

36. Due to the specialist nature of the calculations required and the lack of available specialists together 
with the limited nature of the available information it was not possible to determine the effect of this non- 
compliance on the provisions, expenditure and contingent liabilities disclosed in the financial 
statements. 

37. Due to the significance of the findings above, it was not possible to verify the existence, completeness, 
valuation and rights and obligations of provisions of R1.04 million as disclosed in note 8 in the annual 
financial statements and the occurrence, accuracy, completeness and classification of expenditure 
disclosed in the income statement. There were no alternative procedures I could perform in order to 
obtain further assurance over provisions. 


Investments 


38. Investment reconciliations are not performed between the balance on the bank statement and the 
amount reported in the annual financial statements. The following differences could not be explained or 
supported by the municipality: 

• The First National Bank PMCC account as reflected in note 4 to the annual financial statements as a 
credit of R2 200 000 was different from the balance on the bank statement at 30 June 2008 by R3 
087257. 

• The MIG Call account as reflected in note 4 to the annual financial statements of R1 753 432 was 
different from the balance on the bank statement at 30 June 2008 by R2 51 1 906. 

• The Retention Call account as reflected in note 4 to the annual financial statements as a credit of R1 
415 312 was different from the balance on the bank statement at 30 June 2008 by R1 415 812. 

• The Operations Call account as reflected in note 4 to the annual financial statements as a credit of 
R863 430 was different from the balance on the bank statement at 30 June 2008 by R869 053. 

• The Housing 471 Call account as reflected in note 4 to the annual financial statements of R472 927 
was different from the balance on the bank statement at 30 June 2008 by R763 506. 

• The Free Basic Electricity Call account as reflected in note 4 to the annual financial statements as a 
credit of R173 924 was different from the balance on the bank statement at 30 June 2008 by R390 
403. 

• The IDP Call account as reflected in note 4 to the annual financial statements as a credit of R162 468 
was different from the balance on the bank statement at 30 June 2008 by R168 951 . 

• The Institutional Development Call account as reflected in note 4 to the annual financial statements of 
R440 667 was different from the balance on the bank statement at 30 June 2008 by R434 993. 

• The MSIG Call account as reflected in note 4 to the annual financial statements of R3 530 482 was 
different from the balance on the bank statement at 30 June 2008 by R3 329 747. 
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39. In addition, material journal entries were processed during the preparation of the annual financial 
statements. Support or explanations for these journals could not be provided for audit purposes (refer 
to paragraph 5). 

40. Due to the significance of the findings above, it was not possible to verify the existence, completeness, 
classification, accuracy, valuation and rights and obligations of short term investments to the value of 
R1.6 million and the related cash and bank balances as disclosed on the balance sheet. There was no 
alternative procedure I could perform in order to obtain further assurance over investments and cash. 


Long term liabilities 

41. Long term liabilities of R563 171 were contracted for by the municipality during the year. These liabilities 
have not been accrued for nor have they been disclosed in the annual financial statements. As a result 
current liabilities have been understated by R119 312 and the long term liabilities have been 
understated by R443 858 whilst property plant and equipment is understated by R563 171. 

Disclosure 

42. The annual financial statements could not be agreed to the trial balance. Details are: 


ACCOUNT 

AMOUNT PER FINANCIAL STATEMENTS 

R 

AMOUNT PER 
TRIAL 
BALANCE 

R 

DIFFERENCE 

R 

Fixed assets 

97 000 

19 657 715 

19 560 715 

Revenue 

35 944 011 

29 318 711 

6 625 307 


43. The review of the annual financial statements revealed several instances of inconsistencies, 

mathematical inaccuracies and discrepancies with the audited prior year annual financial statements. 

These differences have the effect that various components of the financial statements as well as the 

notes and appendices are materially misstated. These are as follows: 

• Page 2: the annual financial statements are set out on pages 5-25 and not page 1-25 

• The 2007 Accumulated surplus/ (deficit) on the income statement does not cast correctly. 

• The 2007 property, plant and equipment in note 1 do not cast correctly. Capital expenditure of 
R10.6 million has not been included in the total. 

• The cash flow statement has not been prepared correctly. The cash retained from operations, the 
cash flows from investing activities and the cash flows from financing activities have not been taken 
into account in calculating the net cash flow for the year and does not reconcile to the movement in 
the bank account by R16.9 million. 

• Operating leases were not disclosed in the annual financial statements 

• The remuneration of the municipal Councillors and that of the senior managers were not disclosed 
in the annual financial statements. 

• No accrual has been raised for audit fees. 
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44. Capital commitments of R5 million are not disclosed on the annual financial statements. 


Operating income 


45. The valuation roll used by the municipality has not been updated since the year 2000. Therefore the 

municipality does not comply with s 32 (1) (b) and s 77 of the Property Rates Act. There was no 

property register received from the municipality. A manual reconciliation between the rateable valuation 
as per the valuation roll and rates and taxes raised through the municipality’s system was not performed 
during the year under review. Receipts were also not reconciled to the general ledger. Therefore it was 
not possible to ensure that the rates and taxes raised occurred and were complete. 

46. In addition, material journal entries were processed during the preparation of the annual financial 

statements. Support or explanations for these journals could not be provided for audit purposes (refer 

to paragraph 5). 


47. Due to the significance of the findings above, it was not possible to verify the accuracy, occurrence, 
completeness, cut-off and classification of operating income of R1.46 million as disclosed income 
statement and the completeness, accuracy, existence and classification of the related debtors and cash 
balances. There was no alternative procedure I could perform in order to obtain further assurance over 
operating income. 


Expenditure 


48. Supporting documentation for expenditure totalling R680 815 could not be provided by the municipality 
for audit purposes 


49. In addition, material journal entries were processed during the preparation of the annual financial 
statements. Support or explanations for these journals could not be provided for audit purposes (refer 
to paragraph 5). 


50. Due to the significance of the findings above, it was not possible to obtain sufficient appropriate 
evidence to verify the accuracy, occurrence, completeness, cut-off and classification of expenditure of 
R12.9 million and repairs and maintenance of R1.2 million as disclosed on the analysis of operating 
income and expenditure and the existence, completeness, classification, cut off of the related creditor 
and bank balances. There were no alternative procedures I could perform in order to obtain further 
assurance over expenditure. 


Corresponding figures 

51. A disclaimer of opinion was issued on the annual financial statements of Ntabankulu Local 
Municipality for the financial year ended 30 June 2007. No adjustments were effected to the 
opening balances in the general ledger and the corresponding figures reported to correct any 
of the matters reported in the prior years. As a result It was not possible to determine the 
effect of the prior year disclaimer on the on the transactions, balances and corresponding 
figures disclosed in the financial statements for the year under review. 



^ 38 I Page 



Going concern 


52. We have considered the ability of the municipality to continue to render uninterrupted services 
to stakeholders in the future. In this regard, the following matters identified (reported in 
paragraph 56 to 57 below) suggest that the outlook for the future trading activities is 
unfavourable. 

53. The collection of overdue amounts due to the municipality by customers remains a significant 
challenge. There is no implemented credit control or debt collection policy in the municipality 
and there is no evidence that collections have improved in the current year. 

54. The findings reported in paragraph 5 to 54 affect the financial statements significantly. Had the 
required adjustments been processed, the financial statements will reflect that the 
municipality’s iiabilities exceed its assets, and it is facing serious financiai difficulties. 
Furthermore, no steps have been taken to report this matter as required by chapter 13 of the 
MFMA. 

55. As a result of the above, the adverse effect on cash flows is expected to remain in the 
foreseeable future. The risks to the municipality’s ability to continue as a going concern 
reported in paragraphs 55 to 58 above are not disclosed in the financial statements. 

Disclosure - Compliance with IMFO Code of Practice 

56. According to the accounting policies the annual financial statements were prepared so as to conform to 
the standards laid down by the Institute of Municipal Treasurers and Accountants in its Code of Practice 
(1997). The preparation of these financial statements did not conform to these standards in the following 
instances: 

• The treasurer's report does not have a funds and reserves section as well as a general information 
section. 

• The Trust funds amount is not disclosed on the face of the income statement but is combined with 
project funds. However it is disclosed in the notes to the financial statements. 

• No "Appropriations for the year" line item is disclosed on the face of the income statement. 

• There is no accounts receivable policy note on the annual financial statements. 

• There is no disclosure of audit fees in the notes to the financial statements. 

• There is no disclosure of finance costs in the notes to the financial statements. 

• There is no statutory fund policy note in the annual financial statements. 

• The VAT liability is not separately disclosed in note 7 (accounts payable). 

Disclaimer of opinion 

57. Because of the significance of the matters described in the basis of disclaimer of opinion paragraphs, I 
have been unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion 
on the financial statements of Ntabankulu Local Municipality. Accordingly, I do not express an opinion 
on the financial statements. 

OTHER MATTERS 

I draw attention to the following matters that are ancillary to my responsibilities in the audit of the 

financial statements: 
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Reporting item 

Journal entries 
Property, plant and 
equipment 
Long term debtors 
Accounts receivable 
Short term 
investments 
Cash and cash 
equivalents 
Funds and reserves 
Long term liabilities 
Accounts payable 
VAT 

Provisions 

Grants and subsidies 
Operating income 
Expenditure 
Salaries, wages and 
allowances 
Capital commitments 
Comparative figures 
Performance 
management system 
Annual financial 
statements 
Going concern 
Compliance with IMFO 
code of practice 


Control environment : The municipality did not establish the key elements of a control environment 
to achieve sound financial management. This resulted in a general lack of policies and procedures 
and limitations of scope that affected all components of the audit. 

Risk assessment : involves the identification and analysis by management of relevant financial 
reporting risks to achieve predetermined financial reporting objectives. 

Control activities : The effectiveness of control activities over business and accounting processes 
was not adequate and contributed to the matters reported that affected all components of the audit. 

Information and communication : supports all other control components by communicating control 
responsibilities for financial reporting to employees and by providing financial reporting information 
in a form and time frame that allows people to carry out their financial reporting duties. 

Monitoring : covers external oversight on internal controls over financial reporting by management or 
other parties outside the process; or the application of independent methodologies, like customised 
procedures or standard checklists, by employees within a process. 


Material non-compliance with applicable legislation 



Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 


58. No interest was raised on outstanding accounts as required by section 64(2)(g) of the MFMA 
in the year under audit. 
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